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INVESTMENT INSIGHT QUARTERLY 

JUNE 2010 

New Zealand Update 

The economic recovery continues to look 
increasingly resilient thanks primarily to the 
strength of the economies amongst NZ’s major 
trading partners, notably those in the Asia/Pacific 
region. This is generating positive demand for NZ 
exports and creating upward pressure on 
commodity prices. 
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Last updated 26/5/10 
Source: Reserve Bank of New Zealand, Reuters, NZFMA 

 
The NZ$ has been strong against most currencies, 
notably the Euro and £ but has experienced slight 
easing against the US$. As with most movement in 
the NZ$ this is less to do with NZ itself and much 
more to do with the move back to the dollar and 
away from so called ‘risky’ assets and the Euro.  

The NZ$ currently seems to move largely as a by 
product of a very ‘herd’ approach to globalised 
investment themes. This generic ‘flocking 
together’ in global investment markets does not 
appear to be confined to currencies alone given 
recent global activity. It is however an 
environment which accentuates the attraction of 
non-correlated, tangible assets. 
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Last updated 26/5/10 
Source: Reserve Bank of New Zealand, Reuters, NZFMA 

 
The recent NZ budget has produced a material 
change in the tax regime not least the reduction in 
company tax to 28% from 30% which also puts NZ 
ahead of Australia (for 3 years). Although the 
budget has generated positive reactions 
domestically it has been completely overshadowed 
by international events and therefore its impact on 
the currency or any strategic investment view has 
been minimal. 

It is in our opinion broadly positive from the point 
of view of investment in NZ. 
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Enterprise Views 

Dairy 

The dairy sector continues to strengthen with the 
most recent statistics showing 4.5% growth in the 
national herd, the majority in the South Island with 
13% growth. Fonterra reports the global outlook 
for dairy demand is strong and has increased its 
milk payout forecast for this season by 40 cents, to 
NZ$6.10 per kgMS.   

Key points from an investment perspective: 

 debt levels constrain local farmers from 
buying; and 

 incentivise them to reduce debt by selling 
any extra properties they may hold; and 

 use any increased income to reduce debt; 

 the forecast milk payout has again 
increased, this time by 40 cents to $6.10 
but merely acts to reduce pressure on 
over leveraged farm systems; 

 good numbers of high quality properties 
continue to be available, i.e. deal flow is a 
strength; 

 low numbers of dairy sales due to 
industry debt levels and the failure of 
banks to make new lending available, 
and/or farmers’ willingness/ability to take 
on more debt; and 

 

 prices for land are largely unmoved with 
the sector continuing to offer the best 
buying opportunity in a number of years, 
in what is from an organic perspective, a 
fundamentally profitable sector with 
significant on-going growth prospects. 

A drought in some regions has seen farmers 
finishing their milking season early and Fonterra’s 
supply drop correspondingly. 

The big excitement came in the last week of May 
with Fonterra announcing a forecast payment for 
next season of $6.60/kgms and a distributable 
profit (dividend) of 30-50c/share. This has been 
greeted enthusiastically by market commentators 
and the press with discussions of how much higher 
it could go ($8 has been mentioned), although the 
overwhelming farmer reaction is one of the 
pressure being eased (i.e. debt) rather than 
fuelling the over-reaching that characterised the 
last big payout of 2008. A cautionary tone has 
been noticeable as many dairy farmers are still 
working through a post ‘08 hangover.  

It further supports the A-E analysis re timing 
however, i.e. the current environment presents a 
prime entry point. 

Kiwifruit 

Kiwifruit has experienced an outstanding season 
with Zespri (the NZ kiwifruit exporter) calling it a 
‘vintage season’ for organic kiwifruit, with quality 
among the best ever, due to favourable weather 
and growing conditions. The fruit has a very high 
dry matter content, which translates into 
unusually high brix or sugars, combined with 
excellent ripening ability and holding power. Zespri 
communications manager Melanie Palmer 
described the feedback from overseas customers 
as "exceptional". 

The weather conditions of the 2009/10 season 
have played a significant part in determining the 
2010 organic kiwifruit crop. The colder than usual 
spring temperatures and dry growing conditions 
through the summer resulted in a lower volume of 
fruit at harvest than anticipated. However crop 
volume will still be up on 2009 due to recently 
converted orchards now entering the industry with 
full organic status. Fruit size has improved over the 
course of the season to match the preferred fruit 
size of 35 count as required within the markets by 
Zespri. Early season organic sales are progressing 
well within existing markets with an increased 
focus on new markets being developed in Europe 

Activity 

Further to our last Investment Insight the NZ press 
has been covering German investment funds 
investing in Southland dairy farms. Southland is not 
currently a target region for Agro-Ecological as 
Fonterra does not collect organic milk from there. 

The NZ press have also been offering heavy coverage 
of the attempted purchase of a large block of dairy 
farms by a Chinese interest. It has been a somewhat 
controversial process. It is also a process that is 
materially different to that which Agro-Ecological 
take. A-E works with existing processors, (e.g. 
Fonterra) on the ground in NZ, we fully understand 
and operate in line with Overseas Investment Office 
(OIO) rules, we make direct, active links with farmers 
with whom we partner in our investments.  Our 
ecologically and SRI driven approach is also aligned 
directly with the strategy of the New Zealand 
government. Their INZ Cleantech Strategy has within 
it ‘Clean Agriculture’ as one area of focus. This 
is defined as pastoral transformation to mitigate 
environmental impacts and deliver greater 
profitability and export revenue from higher value 
products. 
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and Asia to accommodate the anticipated increase 
in crop volume of over 4 million trays in the 
forthcoming seasons. 

Apples 

NZ will export a smaller organic apple crop in 2010 
compared with the previous bumper production 
year. A number of factors have combined to 
produce this result – some orchards are in their 
lower cropping year of a biennial cycle, 
widespread hail reduced packouts and unusually 
high summer rainfall increased disease pressure. 
Despite this, growers are hopeful of increased 
returns from the smaller crop. Early sales prices 
are strong but current exchange rates may take 
the gloss off orchard gate returns. The pipfruit 
industry has been forced into consolidation mode 
with the lower returns of last season. Some 
marginal orchards have been removed or sold and 
redevelopment curtailed. Orchard values have 
tended to decline in response to reduced 
confidence and availability of capital, thus creating 
what in our considered opinion, is an attractive 
buying/investment environment. 

Beef/Sheep 

On the livestock front, with the exception of the 
dry areas in the North it has been a good year so 
far, with the mixed weather promoting grass 
growth and the warm end of the season 
generating strong production performance. 

The key theme expressed in our last Investment 
Insight remains the same “pessimism in the 
conventional sector and the availability of high 
quality, good sized properties in Agro-Ecological 
favoured regions are key characteristics of the 
beef/sheep sector.” 

The core positive underlying fundamentals remain 
undimmed however. 

Negotiations with South Korea over an FTA 
continue, the success of which would be significant 
for red meat, where NZ grass fed beef would be 
competing on a level playing field with grain fed US 
and Australian beef. 

Confidence amongst beef/sheep farmers in non-
drought hit regions has been improving according 
to a survey released in late April, thanks mainly to 
better prices for beef and lamb. There are 
however concerns regarding the strength of the $ 
and rising input costs. Farmers were not however 
overly optimistic re land prices. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Mixed Cropping 

The late summer that had just started at the time 
of the last Investment Insight turned out to be an 
exceptional season. The many sunny and dry days 
meant that harvest was very good, with most 
grains harvested at storable moisture contents 
thus avoiding the requirement for drying. Dry soils 
meant that on field operations faced no problems, 
with minimum soil compaction and root crops 
were also coming up easy and clean.  Yields have 
been above average, with slow mid-season 
performance being compensated for by a rush to 
the finish and achieving a high quality and quantity 
of crop securely ‘in the bag’. 

Recent weather patterns have shifted to more 
normal autumn weather, with rain and cooler 
temperatures.  While this is not ideal for those 
who were enjoying evening BBQs in Canterbury, it 
has been a major relief for Northland which has 
been in drought throughout the summer. The 
significant rains have come in time for pasture to 
be able to put on weight before the winter growth 
slowdown.  

Enterprise Insight 

Beef /Sheep properties are a critical component of a 
successful organic dairy strategy and in some senses 
should be seen not as a separate entity but as an 
extension of the dairy operation. 

They provide grazing for those cows that are not yet 
producing milk and they also provide a reservoir of 
feed to manage any negative impact on the dairy 
platform feed resource that may occur, most 
obviously as a result of drought. An organic system 
has to eliminate reliance on the need for bought in 
feed for two reasons. 1) the financial cost is 
potentially very damaging, and 2) there may not be 
any organic product available at any price. This would 
lead to the loss of certification and the organic 
premium with the resulting loss of income and the 
need to start a 3 year conversion all over again. The 
beef/sheep support unit covers this risk while also 
introducing diversity of assets and opening the 
opportunity for expanding the range of income 
generating enterprises operating on an individual 
property and within the portfolio as a whole. They are 
also fundamentally an underrated asset with currently 
excellent availability at historically good value. 
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Climate Outlook: June - August 2010  

Mild conditions are likely to continue through 
winter. 

The NIWA National Climate Centre outlook for 
winter 2010 says that mean temperatures are 
likely to be above average for the time of year 
across most of the country. However, short-term 
cold snaps and frosty periods typical of winter will 
still occur. 

The El Niño conditions that prevailed since winter 
2009 have dissipated, and the equatorial Pacific is 
now in a neutral state. Recent trends suggest a La 
Niña could develop by early spring.  

Near normal seasonal rainfalls are likely in most 
places, but the Centre says that the southwest of 

the North Island (southern Taranaki, Manawatu, 
Horowhenua through to Wellington) is likely to 
experience normal or below normal rainfalls. 

For winter 2010, normal or below normal soil 
moisture levels and stream flows are likely in the 
north and west of the North Island, but over the 
rest of New Zealand near-normal conditions are 
the most likely outcome. 

The centre’s latest outlook states that mean sea 
level pressures are likely to be higher than normal 
over the North Island and associated with 
somewhat stronger than normal westerlies over 
the South Island on average for June-August. 

 

 

 

Maps available from NIWA.  
http://www.niwa.co.nz/our-science/climate/publications/all/cu/new-zealand-climate-update-131-a-may-2010/current-climate---april-
2010 

Overall Picture 

Winter temperatures are likely to be above 
average over most of the country, but average or 
above average in the east of the South Island. 
Despite the likelihood of a milder than normal 
winter, typical winter cold spells and frosts are still 
expected at times. Sea surface temperatures are 
expected to be near average around New Zealand 
over the winter period. 

Rainfall is likely to be near normal over most of the 
country, but normal or below normal in the 
southwest of the North Island. Normal or below 
normal soil moisture levels and stream flows are 
likely in the north and west of the North Island, 
but over the rest of New Zealand near-normal 
conditions are the most likely outcome. 

Source: NIWA 

End of month water balance in the pasture root zone for an average soil type, where the available water capacity is 150 mm. 
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Research Papers 

Fatty acid and fat-soluble antioxidant 
concentrations in milk from high- and low-input 
conventional and organic systems: seasonal 
variation 
http://www3.interscience.wiley.com/journal/118720817/abstr
act 

The key finding from this research is that New 
Zealand style organic pastoral based dairy systems 
generate the best outcomes in terms of 
nutritionally desirable fatty acids and antioxidants 
availability in milk. 

Organic agriculture - a guide to climate change and 
food security 
http://www.ifoam.org/growing_organic/1_arguments_for_oa/
environmental_benefits/pdfs/IFOAM-CC-Guide-Web-
20100210.pdf 

The contribution of organic agriculture to climate 
change mitigation 
http://www.ifoam.org/growing_organic/1_arguments_for_oa/
environmental_benefits/pdfs/IFOAM-CC-Mitigation-Web.pdf 

KPMG Agribusiness Agenda (NZ) 
http://www.kpmg.com/NZ/en/IssuesAndInsights/ArticlesPublic
ations/Documents/Agribusiness-Agenda-3MB.pdf 

Presidents Cancer Panel: Reducing Environmental 
Cancer Risk 
http://deainfo.nci.nih.gov/advisory/pcp/pcp08-
09rpt/PCP_Report_08-09_508.pdf 

 

News Articles 

New Zealand Organic Report 2010 
http://www.oanz.org.nz/ 

Key points - Organic dairy exports grew by 
approximately 400%; Organic dairy farming 
cuts nitrate leaching into waterways by 58%; 
Organic farming requires 1/3 less energy. 

Fonterra eyes massive organic growth by 2014 – 
The National Business Review, 21/5/10 
http://www.nbr.co.nz/article/fonterra-eyes-massive-organic-
growth-2014-123351 

Fertile ground for investment – Pensions and 
Investments, 19/04/10 
http://www.allbusiness.com/banking-finance/financial-
markets-investing-funds/14335746-1.html 

President’s Cancer Panel: Organic foods reduce 
environmental risks - Organicnewsroom.com, 
6/5/10 
http://www.organicnewsroom.com/2010/05/presidents_cance
r_panel_organi.html 

Organic Milk is the cream of the crop – Organic Ltd 
http://organic.com.au/news/2008.05.27/ 

Fonterra's next payout may top $1 million per 
farmer – NZ Herald 25/05/10 
http://www.nzherald.co.nz/business/news/article.cfm?c_id=3&
objectid=10647361 

Dairy bonanza could top $2b – NZ Herald 26/05/10 
http://www.nzherald.co.nz/business/news/article.cfm?c_id=3&
objectid=10647431 

Agro-Ecological Research Papers 

   
Resilience, Sustainability and 
Performance: The Investment 

Advantages of Organic Agriculture 

Climate Change and Investment in 
Ecological Agriculture: 

Outperformance and Opportunity  

Farmland Investment Handbook 

   
  

 

  

  Investment Insight - March 2010   

http://www3.interscience.wiley.com/journal/118720817/abstract
http://www3.interscience.wiley.com/journal/118720817/abstract
http://www.ifoam.org/growing_organic/1_arguments_for_oa/environmental_benefits/pdfs/IFOAM-CC-Guide-Web-20100210.pdf
http://www.ifoam.org/growing_organic/1_arguments_for_oa/environmental_benefits/pdfs/IFOAM-CC-Guide-Web-20100210.pdf
http://www.ifoam.org/growing_organic/1_arguments_for_oa/environmental_benefits/pdfs/IFOAM-CC-Mitigation-Web.pdf
http://www.ifoam.org/growing_organic/1_arguments_for_oa/environmental_benefits/pdfs/IFOAM-CC-Mitigation-Web.pdf
http://www.nbr.co.nz/article/fonterra-eyes-massive-organic-growth-2014-123351
http://www.nbr.co.nz/article/fonterra-eyes-massive-organic-growth-2014-123351
http://www.allbusiness.com/banking-finance/financial-markets-investing-funds/14335746-1.html
http://www.allbusiness.com/banking-finance/financial-markets-investing-funds/14335746-1.html
http://organic.com.au/news/2008.05.27/
http://www.nzherald.co.nz/business/news/article.cfm?c_id=3&objectid=10647361
http://www.nzherald.co.nz/business/news/article.cfm?c_id=3&objectid=10647361
http://www.agro-ecological.com/research-papers/the-investment-advantages-of-organic-agriculture.pdf
http://www.agro-ecological.com/research-papers/the-investment-advantages-of-organic-agriculture.pdf
http://www.agro-ecological.com/research-papers/the-investment-advantages-of-organic-agriculture.pdf
http://www.agro-ecological.com/research-papers/climate-change-and-investment-in-ecological-agriculture.pdf
http://www.agro-ecological.com/research-papers/climate-change-and-investment-in-ecological-agriculture.pdf
http://www.agro-ecological.com/research-papers/climate-change-and-investment-in-ecological-agriculture.pdf
http://www.agro-ecological.com/research-papers/farmland-investment-handbook-august-2009.pdf
http://www.agro-ecological.com/research-papers/agro-ecological-investment-insight-march-2010.pdf
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AGRO-ECOLOGICAL INVESTMENT MANAGEMENT 

Agro-Ecological is an independent, specialist asset management boutique and the leading global 
ecological/organic farmland asset management business. We are focussed on private equity style 
sustainable investment in farmland on behalf of institutional and HNWI investors. 

Agro-Ecological is exclusively focused on profitable, sustainable and ecologically literate farmland 
asset management. 

For further information please contact us at: 
Tel: +44 (0)20 7183 8981 
Fax: +44 (0)20 7183 8982 
Email: farmland@agro-ecological.com 
Web: www.agro-ecological.com 
 
 
 
 
 

 
 

Investment in sustainable agriculture......is our raison d’être 

 
 
 
 
 
 
 
 
 
 
 
 
This report is not directed to, or intended for distribution to, or use by any person or entity who is a citizen or resident of, or located in any 
locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation 
or which would subject Agro-Ecological to any registration or licensing requirement within such jurisdiction.  
The information provided is not intended to be, nor should it be construed as investment, legal or tax advice. Agro-Ecological makes no 
undertakings regarding the information and does not accept any liability arising out of the use of, or reliance on the information. The 
information is subject to change and, although based upon information that Agro-Ecological considers reliable, is not guaranteed as to 
accuracy or completeness. 
All material presented in this report, unless specifically indicated otherwise, is under copyright to Agro-Ecological. None of the material, 
nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior 
express written permission of Agro-Ecological. Agro-Ecological accepts no liability for loss arising from the use of the material presented in 
this information.  

http://www.agro-ecological.com/

